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FINANCE REFORM: MORE MONEY, MORE SPENDING SAVING

The past quarter century has witnessed an ongoing discussion of the generation of

revenues for schools and the use of those revenues. The discussions have ranged from issues of

taxpayer equity to student equity resulting in many states revamping their funding systems to
accommodate balancing of tax revenues to bring about greater taxpayer equity and in revamping

distribution of those taxpayer dollars to school systems in an effort to bring about greater equity

in revenue per pupil and in addressing vertical equity through categorical programs. Production
function equations have been developed in efforts to assess the impact of resources on outcomes,
niost often defined as test scores. Researchers have also looked at how school districts spend
their money in efforts to examine the impact of dollars on scores, and we even examine other
things within the "black box" such as how decisions are made. Many researchers have presented

papers and written articles about how schools spend their money, and it seems that these attempts

have looked at various functions and objects as percents of total expenditures. Also in existence

are some programs that facilitate schools showing stakeholders how dollars are spent. There is,
however, a choice that appears to be ignored in these calculations -- that is the choice of saving

money rather than spending it. This money that is left unspent can be called a contingency fund,

or a rainy day fund, or a fund balance. This paper examines the extent ofgrowth of general fund

balances in Michigan public schools. This paper will discuss the extent of the unspent dollars
and some characteristics of school districts that choose not to spend. The paper will also look at

some of the school districts that are not spending in contrast to those that do in an effort to find

out what is sacrificed. Finally the paper will present some conjectures as to why the savings is

occurring.

METHODOLOGY

Michigan has 524 regular K-12 school districts. Financial and other related data were

collected from the Michigan Department of Education for the years 1990-91 through 1996-97;
however, only 1995-96 data were used in this paper. Descriptive statistics were calculated to

determine state level means, medians, ranges, and standard deviations for various categories of
data. In addition the districts were divided into four groups based on their combined state and

local revenues in 1993-94. These groups represent the funding levels which determined their
foundation allowance and the way in which they would receive future increases under Michigan's
finance reform which took effect in the 1994-95 school year. Under Michigan's finance reform,

annual per pupil increases to the foundation allowance are determined by a revenue consensus
committee. This committee determines a per pupil amount to be added to the state's target
foundation allowance, which was set at $5,000 for 1994-95. Districts that had combined local

and state revenues less than $4,200 in 1993-94 were raised to $4,200 and annually receive twice
the per pupil increase until they reach the state's target amount (which increases each year by the

per pupil amount). Districts that fall between the lowest funded and the targeted amount receive

the per pupil amount and twice the amount until they reach the targeted amount. Districts that

are above the targeted amount receive the per pupil adjustment. Districts that were above $6,500
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receive the per pupil increase and may, with voterapproval, levy hold harmless millage to bring

them up to their 1993-94 level plus the annual increase. This last group of districts is not
eligible, however, for at risk funding. Districts receive at risk funding based on the number of

students eligible for free (not reduced) lunch under federal guidelines; the amount is an

additional 11 percent of the foundation allowance. There are 31 districts in group 1, those that

were raised to $4,200 per pupil and receive twice the per pupil increase. There are 262 districts

that fell into the second funding group; 184 districts fell into group 3; and 47 districts had

revenues above $6,500 (group 4).

Earlier research using discriminant analysis had shown an interaction between fund
balance accumulation and the number of children eligible for free and reduced lunch (Sielke,
1998). This research is an attempt to understand the choices school districts make about

spending, and in particular to compare the choices made between districts which had average

fund balances and those that had large fund balances. Nine districts were selected which were

one or more standard deviations above the norm for fund balance as a percent of revenue and for

dollars per pupil in fund balance. For comparative purposes, eight districts were selected that

had average fund balances. Efforts were made to select districts that had comparable student

enrollment, but that was not always possible. See Tables 1 and 2 for information regarding fund

balances. The revenues and expenditures by function are compared to the mean on both state and

group numbers. Also analyzed are the district levels of taxable property, free and reduced lunch

rate, staff to student ratios, and salary averages. Coriclusions about differences between the

districts are drawn from these comparisons.

HOW MUCH IS SAVED?

At the end of the 1995-96 school year there were nine districts in deficit and 515 districts

were not. That 515 districts had accumulated a total of $1,011,333,513 in general fund balance.

In other words, over one billion dollars went unspent for education in Michigan during that

school year. The mean general fund balance for Michigan school districts was $1,963,754.

Although this sum averaged $813 per pupil, the range was from 96 cents per student in one

district to $5,262 per student in another. The state average savings for the 1995-96 year was

$125 and that included those districts that had spent more than their revenues that year. Auditors

generally suggest that schools districts have about eight percent fund balance which allows them

to manage cash flow and keep them from having to borrow money during certain times of the

year. However, Michigan schools have a history of larger than "recommended" balances. In

1990-91 the average fund balance was 11.7 percent; in 1993-94, after two years of a freeze in

taxable assessed valuation growth, the average fund balance fell to 10.2 percent.

FINDINGS

Every table within this paper has the districts coded by their funding group, as explained

above. For each variable, the state mean and standard deviation is presented. For the variables
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that have been calculated on a per pupil basis, the funding group mean and funding group

standard deviation are also presented.

Tables 1 and 2 show various characteristics of the school districts that were studied. We

find that in most instances, the enrollment of the selected districts was smaller than average.
However, with the exception of one district, the enrollments of the districts having high fund
balances were smaller than those with average fund balances. One may wonder if smaller
districts may be more efficient with the use of their dollars or if the smaller size precludes the
offering of programs larger school districts can offer. We also find that with only a few
exceptions, the percentage of students eligible for free and reduced lunch is higher for the
districts with larger fund balances which tends to confirm the results of the discriminant analysis.
We also find that those having average fund balances have higher average salaries, and this may
partially explain the differences in fund balance accumulation.

In terms of expenditures, we find that the biggest differences in expenditure per pupil in

any function is due to the funding group (i.e. the amount of revenues) and to differences in

choices between functions. We find that instructional expenditures tend to be higher in terms of

percent for the districts with average fund balances although with only the exception of district 1-

B and 4-Z all districts are less than one standard deviation from the state mean. District 1-B,
which is low in state and local revenue and high fund balance, makes expenditures comparable to
those of a high revenue district, and District 4-Z , which is high revenue spends per pupil like a
low revenue district. We find that there are variations in the instructional support piece, but no
real pattern emerges that would necessarily explain the differences in fund balance. The high
fund balance districts tend to spend less per pupil for administration in the lower funded districts
but spend more in the higher funded districts. An anomaly occurs with District 4-I which
according to its reports spends $1,919 per pupil for administration while only spending $322 per
pupil for instructional support. Reason would lead one to believe that a district with only 762
pupils and only average salaries would not spend this much on administration. Reason might
also lead one to believe that salaries for personnel such as curriculum directors or Title I

coordinators may have been placed in the administrative function rather than within the
instructional support area. (The issue of data accuracy is discussed in the next section of this
paper.) There also appears to be greater expenditures per pupil for non-instructional support
(business office, maintenance and operations, and transportation) among those with higher fund

balances.

The evidence seems to show that there is not a lot of difference in the way districts spend
their money, yet some have so much left over. That forces us to look at revenues. We find in

Tables 5 and 6 that there are some significant differences in revenues across the districts. The
fact that the high fund balance districts tend to have higher free and reduced lunch rates means
that they receive more dollars from both federal and state grants targeted at this at risk
population. Even though the group 4 districts are not eligible for Michigan's at risk funding,
they are eligible for federal dollars. Although federal dollars should supplement and supplant
local dollars, it may that this is occurring. In addition, District 1-B not only has a high percent of
free and reduced lunch students, it also is eligible for federal impact aid as it is the site of a
military installation. This additional federal funding allows it to spend as if it were a group 4
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district even though its state and local dollars place it in group 1 and make it eligible to receive

twice the per pupil annual state increase. Other districts may also be receiving federal monies for

magnet schools and other related projects which came about through desegregation orders.

In other words, it appears that the incidence ofhigh fund balances may be due to the
availability of revenue sources that are over and above the more traditional revenues. Lower
funded districts were generally the result of an unwillingness to levy higher property taxes in

those districts. It may be that the decision to not raise taxes was because other sources of dollars,

such as federal aid, were already providing the district constituency with the level offunding it

needed to provide what it considered appropriate programs for its students.

ANALYSIS AND DISCUSSION

The data used to analyze school district revenues and expenditures are self-reported data.

From these data the state department of education makes calculations to arrive at staff to pupil

ratios and average salaries. Researchers take the data and perform their own manipulations of
that data from which they draw conclusions about what school district dollars buy. While I

believe that we know with great certainty the revenues that enter school districts and the amount
of expenditures, we may have little certainty of whatthose dollars actually bought. I must draw

at this point on my personal experiences in working in school district business offices as both a

school business official and as a consultant. Someone somewhere in a district decides what
accounting codes to assign to a purchase. That someone may be a secretary in a building, a
bookkeeper, the business official, etc. Each of these people has varying familiarity with
accounting and with school accounting codes, and each places varying importance on the need to

assign the right code. The interpretation of whether an expenditure is a general administration or

a business office expense can be an area of confusion. And, where exactly do the costs for

professional development get recorded? If the school district uses abbreviations within its line

item accounts, there can be confusion over whether, for example, voc is a reference to vocational

education or vocal music (true anecdote). Further, school district officials are sometimes prone

to interpret expenditures in such ways that the expenditure is coded to a function that is less

controversial. Although this may be a reversal of the norm, school district 4-I shows a very high

expenditure in administration and a low expenditure in student support. As previously noted,

this may be that curriculum directors, Title I coordinators, and other such personnel have been

coded as administrators rather than as instrutional support personnel. Also, as I reviewed data, I

noticed several districts that recorded no costs for business expenses. Where does one record the

costs of audits, insurances, legal fees, etc.? If the district is small and has no business
administrator, do all of these costs become assigned to general administration, operations and
maintenance, or where? Another complication is the completion of state level reports which

request information on staffing, etc. Unless staff reports and expenditure reports are coordinated,

average salaries and benefits can become immensely skewed. Having said all this, however, we

as researchers have little choice other than to use the data we are given and remember that our

conclusions may be based on shaky ground.

6



5

Because the Michigan data on total revenues and expenditures are independently audited

before they are submitted to the state, it seems reasonable to conclude that many Michigan
school districts are choosing to not spend a lot of the revenue that enters their districts. There are

many possible explanations for this. The results of discriminant analysis from a prior work by

the author (Sielke, 1998) showed an interaction between accumulating larger fund balances,

greater expenditures for instructional purposes and a greater number of children eligible for free

and reduced lunch. While the districts chosen for more in depth analysis in this paper tend to

confirm the results of the discriminant analysis, there are districts that do not fit that pattern. We

may, however, speculate that fund balance accumulation can be explained by grants theory.
Tsang and Levin (1983) state that the theory of grants assumes that the governmental body (in
this case, the local district) is spending its dollars optimally and is in a state of relative
equilibrium. A higher level of government may believe that the dollars are not supporting state

or national goals. Grants are given to influence the spending so that more resources are provided

for the policy goal.

Block grants, as opposed to categorical grants, provide great flexibility in their use as

funds are intended for a general educational purpose (California, 1993). Terrell (1980) believes

that many programs which are designed to meet special needs should be funded through block

grants, thereby providing more local control. The California Report (1993) argues that research

reports on the effects of categorical grants are inconclusive. The report states that the research
does provide information on the successful innovation of programs. The report states: ". . .

program rules should not prescribe solutions to local problems. Instead, researchers have found

that teachers and administrators need to find their own solutions to the problems addressed by

categorical programs" (p. 39). Because school districts and their students have differing needs,
the local flexibility allowed through block grant funding is preferred. Michigan's at-risk funding

could arguably be characterized as a block grant. Even though dollars enter districts on the basis

of the number of children eligible for free lunch under federal guidelines, the definition of at-risk

students who are eligible for services provided by at risk dollars is very broad and encompassing.

In addition, with the conversion to a foundation allowance, virtually all categorical funding was
eliminated giving local school district officials great latitude in deciding how to spend dollars.

Tsang and Levin (1983) state that the assumption that the entire grant will be used as

intended may be false. They identified three responses to grants. One response is that the grant

will provide the increased educational services for which it was intended. A second response,
however, is that the grant will substitute for local dollars thereby reducing local effort to provide

the service. The local dollars will then be diverted to other educational needs. The third response

is that the local government uses the grant to supplant local funds and returns dollars to the
community by way of a tax reduction. Tsang and Levin failed to identify a possible fourth

alternative which is to build fund balance.

A second explanation for the growth in fund balance may be offered by looking at the

issue of local choice. Under the old funding mechanisms, the level of investment in education
was measured by voter approval of local property taxes. (See Addonizio, 1997 for a discussion

of possible local school district response to Proposal A.) Districts were low funded because
voters would not approve (or were not asked to approve) higher taxes. Under Michigan's old
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system, local effort was rewarded. The argument can be made that these low funded districts
(through decisions made by local district administrators and/or by school board members) did not
wish to increase their level of investment in education. In other words, the policy of goal of
adding many new dollars into the lowest funded districts is in direct opposition to the
community's choice about the level of investment in education for that community. In economic
terms, the demand for education was being met and the infusion of new dollars increased the

supply of education dollars above the demand. Since districts can no longer control the level of

revenue through local decision making at the polls, the control is occurring by deciding not to
spend. Fund balance in some districts is a well kept secretbecause the rules of collective
bargaining require that unions attempt to get as much as they can while school district officials

try to resist these attempts. On the other hand, in some districts large fund balances give school

district officials "bragging rights" as large fund balances are perceived as indicators of prudent

financial management.

Another possible explanation for the propensity to save dollars is uncertainty of future

revenue increases. Since the inception of Proposal A, school district administrators have been

skeptical of the state's ability and/or willingness to fund the foundation allowance. The word is
something like this: If the best we can get in good economic times is a 2.9 percent increase at the
state target foundation allowance, what can we expect in bad economic times? Since funding for
Michigan schools is now tied to more elastic taxes - sales and income - the concern is probably
not unfounded. In fact, as a result of a lawsuit involving the under-funding of special education

the foundation allowance for the current school year (1998-99) has been frozen. (See Sielke &

Russo, 1999 for a discussion of this settlement.) Although the state reduced the required
percentage for retirement contributions, it is questionable whether or not that savings will offset
the possible increase that may have come through the foundation allowance. Such uncertainty

may increase the desire to build fund balance to counter the necessity to cut programs and staff if

new dollars are not forthcoming. Sielke (1996) also found that the uncertainty of revenue
influenced decisions about spending in that faced with uncertainty school district officials are
less likely to implement new programs until they are certain that the revenues are there.

Fund balance issues are address by Allen (1991) andVidlicka and Hartman (1994). The
authors all agree that fund balance should be used to reduce or eliminate cash flow problems.
The authors further agree that uncertainty affects districts' decisions as to how much is enough.

As a result of finance reform, Michigan districts must now rely on 12 state aid payments rather
than lump sum local tax collections. While this may necessitate some increase in fund balance, it

does not justify fund balances above the state average. Further, Manca, Noonan, & Matranga

(1999) found that districts that had gone into receivership had experienced cash flow problems
and the disintegration of fund balances. Once fund balance has accumulated, it is very difficult

to spend wisely. Realistically, the choices to spend accumulated balances must be limited to one

time expenditures as once the fund balance is diminished, the annual revenues will not sustain

recurring costs.

Another explanation for large fund balances may be that school district administrators do

not know how to spend the dollars. Picus and others (1995) found that it was often the case in
school districts that received significant increases in dollars that there were no plans to spend the
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money and that it often went for one time expenditures such as capital outlay. It may be the case

that administrators in these districts do not know how to spend the dollars to impact students
without placing themselves in the problematic situation ofhaving to continue programs once

they reach the state target allowance and no longer receive double the per pupil annual increase.

In conclusion, it appears that Michigan's policy goals of greater equity in revenues and

greater local choice in spending are in conflict which in turn may be contributing to undermining
federal policy goals. While the policy goal of increasing equity in revenue is being achieved
(Prince, 1997), the policy goal to maintain and perhaps even enhance local control may be
resulting in the local choice of saving rather than spending those new, equalizing dollars.
Federal grants for at risk children carry with them the policy goal of vertical equity or the belief
that students that have greater needs require greater amounts of money. Districts must report
their use of those federal dollars, so we may reasonably assume that the federal dollars are being

spent on the targeted population. A much more difficult task is to find evidence that these
dollars are supplanting rather than supplementing local dollars. It may be that districts that have

very large populations of at risk children receive so many state and federal grants that the

program they provide can be funded without the use of the new monies entering districts with the

goal of horizontal equity.

It seems clear that those in the profession ofpreparing future educational leaders have

some tasks cut out for them. First of all, it seems that educational leaders need to be exposed to

the literature that addresses what works for increasing student achievement (how ever one wants

to define that) and to ensure that school district dollars are used for that purpose. Secondly, it

seems that educational leaders need a better understanding of how accounting can bring about

greater accountability and with that goes the need to accurately report expenditures and revenues.
Thirdly, it seems that educational leaders need to be trained in dealing with uncertainty. And
lastly, educational leaders need to be (or need to hire) persons who can walk the line between
fiscal prudence and building a monetary empire. Schools are public institutions that are
financed through taxes; taxpayers should not be taxed to build bulging bank accounts for schools

and students should not be short-changed on programs.
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